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Tntroductinn

Many econonists nmaintain that large-scale interruptions in
bank | ending activities can propagate negative shocks to the real
sector. For exanpl e, Bernanke (1983) argues that the systematic
failure of banks exacerbated the decline inthe U S econony
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during the great Depression and Sovin, sushkaand Pol onchek

(1993) show that firns borrow ng from Gontinental Bank suffered
large atock price declines upon its collapse in 1984. Mre
recently, Hoahi and Kashyap (2000), Mrck and Nakanura (2000), and
Bayoum (19991 lay at least partial blame for Japan's current
econom ¢ nal ai se on systemw de disruptions in bank [ending that
began in the early 1990s. Al of these researchers naintain that
narket inperfections prevented firns from obtai ning val uabl e
financing once their banks becane distressed.

A second set of econonmists view banks as perfornming
functions that are either substitutable or enhanced by capital
narkets. Some of these researchers, exenplified by B ack (1975),
Fama (1980), and King and Hosser (1984), see nothing speci al
about the services provided by banks and reason that the causality
of any correlation between the health of the banking system and
economc activity runs fromthe real sector to banks. Still
others link the inportance of banks to the structure of the
financial systemin general. For instance, Geenspan (1999)
suggests that countries most susceptible to banking shocks are
those that |ack devel oped capital narkets. He reasons t hat
countries with well-devel oped capital markets insulate borrowers
by providing good substitutes when banks stop lending. Snilarly,
Raj an and Zingales (1998) argue that sufficient conpetition from
capital narkets prevents banks frommisallocating funds to
unprofitabl e i nvestnent projects and nmitigates the inpact of a
financial crisis on the real sector.

To shed some new light on this debate, we investigate the
coats of bank distress using the Norwegi an banking crisis of 1988-
1991 as our laboratory of study. The data conpiled for this paper
permt us to directly link Norwegi an banks to their conmercial
custoners. sing these links, we neasure the inpact of bank
di stress announcenents upon the stock price of firns related to
the troubl ed banks. Qur sanple covers 90%of all conmmercial bank
assets, and nearly all exchange-listed firns in Norway. This
affords us tha opportunity to track the influence of the near-
col | apse of a banking systemon a large segnent of the econony.
The data al so enable us to conduct a controlled test of the
direction of causality running between the health of banks and the
performance of their custoners. The deterioration in bank assets
during the crisis resulted primarily fromfailures of snall
busi nesses that are unrelated to the exchange-listed conpanies in
our study, which were relatively healthy at the outset of the
crisis.

There are a nunber of reasons why the Norwegi an banki ng
crisis presents an ideal setting for studying the inpact of bank
distress on firmperformance. First, the crisis was systemc and
econonmical ly significant. During the crisis years, banks
representing 95%of all comrercial bank assets in Norway becane
insol vent, forcing the closure of one bank and the bailout of
nunerous other financial institutions, including Norway's three
argest commercial banks. Bank nanagers were fired, enpl oyees
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were laid off, and listed banks | ost over 00%of their equity
value. Second, banks are a prinary source of funds to conpani es
in Norway. Mst of the commercial debt in Norway is raised
through bank loans, and nany firns naintain a relationship with e
only one bank. This assures that we isolate the inpact of bank
inmpairment on each firma prinmary, if not only, source of debt -
financing. Third, although bank-domnated on the credit aide, ;
Norway' s corporate governance system contrasts starkly with other
bank- cent ered econonmies such as Japan and Korea that have recently
experienced financial crises. In particular, regulatory and | egal
restrictions in Norway keep significant control rights out of the.
hands of banks, and tend to favor the protection of mnority
equi ty shar ehol ders.

Qur evidence suggests that announcenents of bank distress
during the Norwegian banking crisis had little inpact on the
wel fare of firms maintaining relationships with the troubl ed
banks. n an event-by-event basis, banks experienced an average
curmul ative abnornal return (CAR of -10.6%in the three days
surrounding their distress announcenent and -11. 7% over a | onger,
seven-day wi ndow. Meanwhile, firns maintaining relationships with
these distressed banks experienced an average 3-day CAR of -1.4%
and 7-day CAR of +1.7%around the sane event dates. He show that
these results are insensitive to the choice of benchrark,
averagi ng nethod, and various other enpirical robustness tests.
The rest of the paper is organizedas follows. Section 2 details
the maj or events surroundi ng the Norwegian banki ng crisis.
Section 3 discusses the data and introduces t he event study
net hodol ogy used in our paper and Section 4 contains the event >

study results. Section 5 concludes. .. -+ . . . - ., R

Il1. The Norwegi an Banking Qisis

Oh March 18th 1988, Sunnnersbanken, a snall commerci al bank

in western Norway, issued an earnings report warning that it had '

lost all of its equity capital. This event narked the beginning
of the Norwegi an Banking Crisisj; a four-year period in which 13
banks representing over 95* of the total commercial bank assets 14
Norway, either failed or were seriously inpaired. The crisis
unfolded along the lines of a "classic financial panic" as

described by K ndl eberger (199%). A displacenent - substantial and

rapid financial deregulation in the md-1980s - ignited

overtrading in the formof a boomin bank lending. In the mdt"e;-.

of the credit expansion, a sudden decline in oil prices
precipitated a fall in asset values. MNany weak firnms went »
bankrupt, ‘inperiling the banks tied to the failing firns. This

led to revulsion in trading in the formof reduced bank |ending '

t hr oughout | t he econony. l ) _ _
Banki ng deregul ati on began in earnest in 1984. Prior to -

that year, Norwegian authorities linmted both the quantity and
rates at whi ch Norwegi an banks could l end. In 1984, authorities ...




'+ both forei gn and new y-establ i shed Norwvegi an banks. Qver the next
two years, the Norwegi an governnent lifted all interest rate
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rel axed reserve requirements, allowed subordinated debt to be
counted as bank capital, and opened Norway 't o conpetition from

decl arati ons, phased out bond i nvest nent requirenents,

§ .consolidated bank oversight responsibilities under the Banking,
if,;.

I nsurance, and Securities commission (hereafter B SQ , and further
relaxed restrictions On conpetition by pernmitting foreign banks to

" open branches in Norway. To conpete for narket share in the newy

deregul ated environnent, banks aggressively expanded | endi ng.

Between 1964 and 19B6, the vol une of lending by financial

institutions to firnma and househol ds in Norway grew at an annual
inflation-adjusted rate of 12% roughly three tines the average
gronth rate in the years prior to deregulation. A large portion
of this growth cane fromnew banks, snall comercial banks, and
savi ngs banks.

The rapid expansion in credit ended in 1987 as bank | oan
i losses began to accunulate. During 1986, the price at North Sea
“Brent Blend crude oil fell from$27 a barrel to $14.50 a barrel,

f"_j precipitating a sharp decline in asset values in the oil —dependent

Norwegian €conony. Real bank |oan growth slowed to 3.6%in 1988
and 2.8%in 1989, Existing |loans to cyclicallysensitive firns

al so cane into jeopardy Aa indicated in ravie 1, total
bankruptcies in Norway increased from 1,426 establishnments in 1986
to 3,891 in 1988 and 4,536 in 1989. Host of the bankruptcies were
small firns concentrat ed in the real estate, transport,
construction, retail store, fishing, hotel, and restaurant
industries. paralleling these failures, commercial |oan |osses,
neasured as a percentage of total bank assets, rose froma | evel
of 0.47%in 1986, to 1.57%in 1988, and 1.60% in 1989. The
transition froma tightly regulated econony to a nore conpetitive
financial narketpl ace nost |ikely accentuated these |osses because
of poor decision-maki ng, high risk-taking, and outright fraud in
bank 1ending. Sunnmarsbanken was the first to announce

i nsol vency. During 1988-89, sinmlar announcenents foll owed from
three other snall commercial banks and four savings banks. Al of
these banks were located in northern or western Norway, the
regions in which nost business failures were occurring.

At the outset of the crisis, the Norwegi an gover nment had
no fornmal programfor shoring up the capital of troubled banks,
nor did it sponsor any formof deposit insurance. Instead, the
banki ng industry nmanaged its own deposit insurance prograns. It
was these prograns - the Commercial Bank GQuarantee Fund ((B3) and
Savi ngs Bank Guarantee Fund (SBGF) - which first injected capital
into the troubl ed banks. ULhder the guidance of the BISC the (BG-
infected NOK 1.3 billion ($5 mllion) into the inpaired banks and
arranged for nost of themto be nerged with healthier banks. (e
exception was the insolvent Norion, a new y-forned commercial bank
that cane under investigation by the SSC for fraud in My 1989.
The (B deni ed funding to Nori on beyond the amount needed to
cover liabilities of existing depositors, forcing the government
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to take over the stricken bank. Wthin six' nonths, the governnent
had shut the bank down and put its renaining assets under direct
admnistrative control. By Spring 1990, capital injections from
the (B& and consol i dati ons proposed by the Bl SC appeared to put
to rest 'the outbreak of bank insolvencies. Aftenpostea, the
l'argest |newspaper in Norway, proclaimed on March 16, 1990 that the
*Norwegian banki ng i ndustry had weathered its worst difficulties"
and that "the |osses appear now to have flattened out."

The optimsm however, was premature. Uncertainty created
by the Persian Qulf (risis, weaknesses in global financial =
nmarkets, and economc downturns in Saeden and H nl and di m ni shed
the ability for Norwegi an banks to borrow abroad. Newspapers began
to report that Norway's three |argest commercial banks were in
trouble. Early in Decenber 1990, Norway's third | argest
commer ci al bank, Fofcus, announced |arge |osses due prinarily to
the poor perfornmance of its existing loan portfolio. It had
recently acquired two of the original troubled comercial banks' .
Later in Decenber, Norway's second | argest comercial bank,

Chri stiani'a Bank, announced an unexpected upward adjustnent in ,
loan | osses, and requested an injection of capital by the (B&. -
Chri'stiania Bank had earlier acquired Sunnmersbanken, the bank to
first announce failure. Wthin two weeks of the Christiania Bank
news rel ease, Norway‘’s |argest commerci al bank. Den norske Bank,
al so announced an upward revision in its loan loss estimates. All
three of the banks publicly recogni zed that funds previously
avail abl e through international markets had now dried up or becone
prohi bitively expensive. The nagni tude of the |osses at Fokus Bank
becane apparent in February 1991 when the CBG- announced that a
bail out of the bank had depl eted nearly all of the remaining -.
capital in the private insurance fund.

Wthout further aid, the entire banking systemwas in
danger of collapsing. O March 5, 1991, the Norwegi an parl i anent
allocated Kr 5 billion to establish the Governnent  Bank | nsurance
Fund (&@PF. The noney in the B F was nade i nmedi atel y avai |l abl e
for use by the BG to finish the bailout of Fokus Bank and to
begin injecting capital into Christiania Bank. Shortly after the
establishment of the (BIF, Den norske Bank announced that it would
al so need a large capital infusion to sustain operations. By the
Fall of 1991, it became clear that the Kr 5 billion used to start
the GBIF would be inadequate for bailing out ail three of Norway's
| argest banks.

After six nonths of debate on to howto resolve the
worsening crisis, the Norwegi an parlianent increased the size of
the GBIF, created a new fund call ed the Government Bank | nvest ment
Fund, and anended existing |aws to force each ailing bank to wite
down its equity capital. This effectively allowed the Norwegi an
governnent to step in-and take control of the three banks. In
late-.1991, the total size of the governnent's guarantee funds
quadrupled to Kr 20 billion (an anount equal to 3.4* of GDP) and
the Norwegi an government conpl etely took over Fokus and
Christiani a banks and gai ned control of 55%of Den norske Bank. c¢;S

¥
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By 1992, the crisis had not only taken its toll on the
Norwegi an banki ng ayatem but hadal so spread to other Nordic
countries. In Norway, only eight donestic conmerci al banks
renai ned in operation and 85%of the qountry' e commercial bank
assets were under government control. @ Mst |arge savings banks,
nort gage conpani es, and finance conpani es had al so experienced
record | osses during the period, and in 1993, Norway's |argest
i nsurance provider was forced into governnment stewardship. Saeden
and Fnland experienced simlar patterns of distress as bank |oan
losses i N 1992 clinbed to over 5%of total bank assets and
authorities in each country took unprécedented Steps to rescue
ailing banks (see Drees and Pazarbasiogl u (1995)).

Three points shoul d be nade about the Norwegi an banki ng
crisis. FHrst, responses to the unfol ding crisia were uncl ear ex-
aate, making it unlikely that investors could have predicted the
ex- post outcones. Ho bank had failed in Norway since 1923 and the
Norwegi an governnent had taken a 'hands-of f" approach to insuring
depositors agai nst failure. Moreover, bank representatives nade
it clear at the beginning of the crisis that state intervention
was unnecessary, if not undesirable. ! For instance. Tor
Kobberstad, head of the Norwegi an Bankers Association
(Bankforeningen), Stated in Qctober 1989,

A bank that is poorly nanaged should not be all owed
to continue on forever, it setsa bad precedent for
the industry. If we're going to maintain a private
banki ng system we should do it through resources
frombanks within the system 'Qne shoul d be
extrenely careful about trying! to solve problens
through state assistance (DagensNeringsliv,

10/ 26/ 69) . |

Second, governnent intervention | ed to disruptive changes
at the distressed banks. The first time the governnent stepped
in, it liquidated Norion Bank. In exchange for an injection of
capital, the B F required ailing banks to wite down their
capital, replace managenent, cut coats, and scal e back their
branch networks. Subsequent control ¢f the three |argest banks
indeed led to dismissal of the boards of directors and top
managenent at both Fokue and Christian! a Bank. Third, the inpact
of the crisis on the banking industry has been long lasting. As
of Septenber 2000, the Norwegi an Government continued to hol d
large or controlling stakes in Norway's two |argest commercial
banks. Mreover, the stock market val ue of Norwegi an banks did not
recover to their pre-crisis levels until the summer of 1997.

111. Data and Event Study Methodoloay

dven the history of the Norwegi an banking crisis, we now
turn to the data and net hodol ogy used to anal yze the inpact of
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bank di stress announcenents on the stock prices of firns
mai ntaining relationships wth distressed banfts,

Rel ati onshi p, announcenent, and stock price data

W start with a time-series of firmbank relationships
conpil ed by Ohgena and Snith (2000). For their study, Gnhgena and
Snmith (2000) collect annual information on the identity of bank ¢ L>,
rel ati onshi ps nai ntai ned by non-financial firms listed on the CSE
between, 1979 and 1995. The sanpl e covers, on average, 95* of all
non-ban)c firns listed on the C5E during that period. Athough .2,
these firns represented less than 0.10% of the total nunber of -
i ncorporated conpanies in Norway, their book equity value in 1995
accounted for 21% of total corporation equity, and their market
val ue equal ed 45% of (@DP (Behrenand Gdegaard (2000)). The sanpl*
firms naintained relationships with a total of 55 different banks,
i ncl udi ng 24 Norwegi an commerci al banks, 15 international
comrer ci al banks, and 17 Norwegi an savi ngs banks. During an
average year, 74%of the firns maintained a relationship with only
one bank and only 2% nai ntai ned four or nore bank rel ationshi ps.

Tabl e 1 provides an annual overview of the turnover in bank
relationships, along with the total nunber of firns listed on the
CoE, the total nunber of bankruptcies across all firns in Norway,
and the| nunber of firns delisting fromthe CBE each year, from
1980 t0!1995. During this period the CBE listed an average of 130
firns. | The nunber of firns going public increased nmarkedly during.
the early 1980s, a period in which substantial deregul ation and
modernization occurred in the stock market, including the lifting
of prohibitions on forei gn purchases of equity in 1984 and in the
introduction of US -styled insider trading regul ations in 1985.
Wth the exception of 1990, delistings of CBSE firns renai ned .
relatively constant throughout the crisis period even as total
bankruptcies in the country rose. In fact, the net nunber of
firns listing on the oSE grew each year after 1990. The average
nunber of firms starting new bank relationshi ps and endi ng
existing relationships tripled during the years 1986-1988,
conpared to the average turnover in prior years. Beginning in
1989, firms scal ed back on the nunber of bank relationships they . ..
termnated, but continued to add new relationships at a rate N
triple to that prior to deregul ation. - f

,- He match the Ohgena and Smith (2000) relationship data withe

a set of announcenents of distress nmade by banks involved in the '{
Norwegi an banking crisis. W start with a list of all crisis-
rel at ed bank announcenents that appeared on the CBE wire service
or in the annual reports of governnental and quasi-government al
agenci es, conpiled by Kaen and Mchal sen (1997). To this list we’
add announcenents appearing in maj or Norwegi an newspapers during -
the crisis period- Ve then define an event to be the date that
the first naterial announcenent of distress by a bank appears in
one of our news sources. Such an announcenent cormonly includes a
st at enent about severe |oan | osses, inadequate reserves, or large"
capital | losses. - V% obtain thirteen announcenents covering a
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period between March 1988 and January 1991. To these we add the
announcenent on June 17, 1991 that both Den norske Bank and
Christiania Bank had requested an injection of capital via
governnent - purchased preferred equity. This request was the first
indication that the magnitude of |osses at Norway's two largest
banks outstripped the existing capital of the governnment guarantee
fund, and was the effective atart of a series of highly publicized
parlianentary and newspaper debates discussing the prospect for
rescui ng the banking system In matching the bank announcenents
with firmbank relationships, we require the distressed bank to be
associated with at least one firmfromthe Qhgena and Snmith (2000)
dat abase. Because sone of the distressed banks did not service
publicly-traded firns, our criterion |leaves us with five banks and
six distress events. In 1990, these five banks mai ntai ned
relationships with 108 CSE listed firns, representing 96% of the
firns in our sanple at that tine.

W refer to firm; that maintain a relationship with a
distressed bank as 'related firns" and. those that naintain
rel ationshi ps with non-distressed banks as "unrelated firns*. He
obtain a total of 217 related firmobservations and 447 unrel ated
firmobservations across the six events.

For the analysis, we also require owership, financial and
stock price data. For these data we rely on Jlerul f's Handbook
and data supplied by Gslo Bars Informasjon, an infornation
subsidiary of the CBE Qur analysis requires that we have a
conpl ete stock price history for the firns in the 291 trading days
surrounding the distress event and conpl ete accounting i nfornation
inthe year prior to the event. Wth these screens in place, we
are left with 169 related firm observations and 267 unrelated firm
observati ons.

He report results using both a val ue-wei ghted index of all
CBE stocks and a "world* narket index as neasures of the benchnark
nmarket return. To construct the world narket index, we gather
from Dat astreamt he val ue-wei ghted returns fromthe US, Japanese,
WK, and German stock market indexes. Bach country receives a
weight in the world index proportional to its DS dollar narket
capitalization as of July 1st, 1987. Judging abnornal returns
relative to a world narket index sidesteps biases in the C5E
created by the correl ati on between the Norwegi an econony and the
banking crisis. For exanple, estimates of event-day abnornal
returns will be biased upward if the Norwegi an stock narket falls
on news correlated with a bank's announcement Of distress.

Bvent Study Methodoloay a § " oL

To obtain estinates of abnor rral returns, we run narket nodel
regressions of the realized daily stock return for event portfolio
j.r,, on a neasure of the realized daily return of the rtarket
index, ryp and a set of 2T * i daily event durmes, §&,, k » -r,
-*W . 0, ., r-1,r, which take the val ue of one for days |nS|de
the évent W ndow (t = k), and zero outside the window,
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) L
‘The coefficients f;, nmeasure the daily abnormal returns inside t

event window For the results reported in the tables, we start
the estimation 150 days prior to the start of the event w ndow,
i ncl ude up to 40 days i nside the window and end t he esti nati on
100 days after the event w ndow Because non-tradi ng of stocks
a common probl emon the C8E, we check al'l our results by addi ng
three lead and | agged val ues of the market index to correct for
non-synchronous trading. Suns of the daily abnornal return
estimates 7y, over various w ndows yield cumul ative abnornal ret

(CAR estimates, which can be tested for significance using aH
tes

—Impact Of Bank Distress Announgg

This section presents the event study results by first docunenting
the i npact of distress announcements on t he banks thensel ves. By
first studying the stock price reaction of the troubl ed banks to
the di stress announcenents, we can jointly gauge the
informativeness of the chosen event dates and the economic
nmagni t ude of the announcenents.

Table 2 reports individual and average bank CARS using both the
CeE index|and the worl d narket index over various w ndows
surroundi ng announcenents of distress. Because the two benchnarks
general Iy lproduce sinilar CAR estimates, We focus in the text on
estinates neasured relative to the world market index. S ock
price data for Sparebanken Nord-Norge are not avail abl e before
1994, so this bank is excluded from Table 2.

To 'summari ze the CAR estinmates across events, we report
averages using two different nmethods. The first takes a sinple
average of the cars, assunes that the estinates are independent
across events, and uses a t-test-to judge significance. The second
net hod uses a seeningly unrelated regression (SR framework that
jointly incorporates all of the announcenents assuming that the
price inpact across banks is equal. The |latter nethod averages
the i ndi vi dual bank esti mat es usi ng wei ghts proportional tothe
standard deviation of the event-specific error terns (see Thonpson
(1985)) .

Froma distressed bank's perspective, the events had a
substantial inpact on stock price. Across the events, the po»t
event CARS are negative, large, and statistically significant!.
suggesting that our event date choices were surprising to
investors.! For instance, the stock prices of Den norske Bank and
Christiani a Bank were i ncreasing over the 10 days prior to their
bail out request on June 17, 1991, but fell nore than 9%

i medi ately after the announcenent was nade. On average, the set
of distressed banks earned zereo abnormal returns leading up to the
distress event and experienced an announcernent - day decl i ne of
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roughly 10%t hat persisted beyond the 10 day post-announcenent
w ndow These averages are not only statistically significant,
but economical |y neani ngful . For exanpl e, on an aggregat e basi s,
the (-1, +1) and (-3, +3) event windows capture 38%and 56%
respectively, of the total price fall in Norwegian bank stocks
over the perioq 1988-1991.

He nowturn to examning the abnormal returns of the
related firns around bank distress announcenents. Table 3 reports
event -specific CAR estimates based upon equal |y wei ght ed o o
portfolios of related firms, grouped by event, and average CARS
across al|l events. The signs and nagnitude of the related firm
portfolio carRs tend to be nore mixed across events than the bank
CARs. Qver the <-1, +1) event w ndow borrowers from Sparebanken
Nord- Norge fell by 26% while firns rel ated t 0 sunnmersbanken and
Fokus Bank decl i ned by 6% However, over the longer (-3, +3) and
(0, +10) windows, "reversals* can be observed in returns for firns
rel ated t 0 sunmersbanken and Sparebanken Nord-Norge. That is,
their cumul ati ve abnorrmal returns are hi gher over these | onger
event wi ndows than for the 3-day event window This volatilityis
not surprising given that only 5 firns are associ ated with t hese
two banks, and custoners of these snaller banks tend to be snall er
iand risky thenselves. Firns related to Christiania Bank and Den
Norske Bank suffered | ess upon their banks' first announcenent of

"di stress. These borrowers experienced abnornal price drops that
averaged -2.5%over the short (-1, +1) w ndow, zero over the (-3,
+3) window and slightly positive for the (0, +10) period.
Moreover, these sane firns experienced a relatively mld 3-day
decline of -0.3% - while their banks experienced their |argest
stock price decline - upon the announcenent that bank |osses
exceeded the existing capital of the governnent guarantee fund.
over | onger wi ndows, related firmstock prices once agai n tended
t o bounce back.

To get a consistent viewof the aggregate i npact of these
distress announcenents on the related firns, the bottomof Table 3
reports the average CARs across all firns.  To create the average,
we first estinate the market nodel regression on a firmby-firm
basis and cal cul ate the mean CAR across all 169 firmesti nates.
Then, in order to control for the cross~seccional dependence in
CAR estinates, we generate standard errors| £rom boot st rapped
distributions that preserve the cross-sectional dependence in the
narket nodel error terns g, for firns with event dates that
overlap in tinme (the Appendi x of the nmore detailea version of this
paper contains a description of the bootstrap procedure).

Wsi ng t he bootstrapped errors, the average 3-day CAR
estinate is a statistically significant -1.4% Assuming that this
estinmate represented a pernanent change in the average val ue of an
CeE firmwould inply a total wealrth |oss of NOK 3.6 billion
(neasured i n 1990 Norwegi an Kroner) on the, CBE Such a 1loss
anounts to about 1/5 of the bailout paid by the Norwegi an
governnent to the depositors at Norway's two | argest banks, and
about /20 of the total estinated |osses experienced by banks
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between 1968 and 1992. Thus, the negative 3-day abnormal return,
if pernmanent, would be econonmically small. But because the firm
prices tend to reverse thensel ves, the negative stock price
reaction is tenporary. Over the 7- and | D-day event w ndows, the
average CARs are +1.7% and +1.4% and statistically insignificant.

At tine bottomof Table 3, we also report an estimate that.
judges the' performance of related firns relative to unrel ated
firms over the event period. Specifically, we construct a firm-.
wei ghted ''difference" portfolio that assumes that investors can
forma zero cost portfolio before the event date that is long in
related firns and short in unrelated firns. To create the
portfolio,,; each firmreceives a weight that is proportional to the
total nurabfer of firns in the sanple that year. The difference
portfolio CAR estinates suggest that the stock prices of related
firns fall, by more than those of unrelated firns on event dates,
but that the difference is not statistically significant.

V. _oncl usi on

The Norwegi an banking systemwas in deep financial trouble
between 1918 and 1991. Loan |osses exhausted capital at many
banks, private deposit insurance funds went broke, the banking
sector nearly coll apsed, and Norway's |argest banks were
ultinately nationalized. Nevertheless, the average firm
nai ntaining a bank relationship with a distressed bank faced only
snmall and tenporary downward revisions to its stock price on the
announcenent of their banks' distress. In fact, stock prices of
publicly-listed conmpani es grew over the event period, outstripping
the average returns on other exchanges around the world. Qur
results suggest that bank distress caused no significant \
interruptions to the financing and investnent abilities of
exchange-| i sted Norwegian firns despite the fact that these firns
were heavily reliant on bank debt as a source of bank financi ng.

In the nore detail ed version of this paper, we argue that
because the Norwegi an financial systemleans towards protections
for minority sharehol der rights and transparent accounting and
disclosuxe, banks are unabl e to-consistently establish strong
control rights over firns in Norway like they can in Japan.
Instead, investors in Norway work through a wel|-functioning
equity narket to control firns in a way that naxi mzes sharehol der
value. As direct evidence for this argument, we show t hat
Norwegian firns issued equity nore often, and in greater anounts,
than Japanese firns - even when the Japanese stock market was at
its peak. | Oross-sectional regressions strengthen the argunment by
denonstrating that Norwegian firns with access to liquid funds or
that issued equity prior to the banking crisis experienced
relatively high abnornmal returns. . e Tl
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TABLE 1

Annual Overview of Frns and Their Bank Rel ationships

Bank Bank
Firms relation- relation- Bankruptcies |

Year listedon ships ships across all Delistings |

the OSE  started terminated firns fromthe C8E 1'
190 109 5 5 765 10 |
1981 112 2 1 S10 2
1982 117 3 4 955 1
1983 136 -5 5 1,2% -2
1984 158 7 5. 1,304 0
1985 159 6 1 1,340 8
1986 154 17 ek 1,426 12
1987 143 14 ‘10 2,075 15
1988 129 18 12, 3801 7
1989 130 11 6 4,536 1
1850 114 14 = 3814 2
1901 117 14 g 4,926
1992 121 16 5 5,749
1993 125 10 ‘4 5,158 12
1994 131 14 5 3,634 by
1995 133 10 6 3,500 18
Mean 129.5 10.4 613 2,820 9.9
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TABLE 2

Cumulative Abnormal Returns, Distressed Banks

Bak  (Event Market : *matl Window
Date) latex
; (-10, -1) 10, *10) 3.73) |, (-1,+1)
Sunmrorebanken  06B 0.057 0.073 0.067 -0,026
(03/18/88) (0.022) (0.008) (0.000) (0.001)
World 0.059 0.067 0.070 -0.028
(0.019) (0.012) (0.000) (0.000)
Fokus Bank Osg -0.031 -0.363 -9173 -0.148
(12/11/90) (0.199) (0.000) (0.000) (0.000)
World -0.037 -0.3B7 -0.239 -0.192
(0.129) {0.000) (0.000) (0.000)
ChriBtiania OB -0.024 -0.061 -0.082 -0.074
Bank (0.256) (0.011) (0.000) (0.000)
(12/20/90)
World -0.107 -0.074 -0.095 -0115
(0.000> (0.005) (0.000; (0.000)
Den Norske (03] -0.123 -0.040 -0.124 -0.0B5
Bank (0. 000) {0.075) (0. 000! (@ nnni
(01/04/91)
World -0.134 -0.069 -0.108 -0.104
(0.0*00) (0.002) (0.000) (0.000)
ChriBtiania 0SB 0.29* 0.000 -0.150 -0.064
Bank (0.000) (0.990) (0.000) (0.000)
(06/17/91)
world 0.260 0.028 -0.120 -0.0s3
(0.000) (0.316) (0.000) (0.000)
Den Norske 0B 0.149 -0.102 -0.303 -0.149
Bank (0.000) (0.030) (0.000) (0.000)
(06/17/91)
World 0.197 -0.067 -0.259 -0.138
(a.oont (0.188) (0.000) (0.000)
Average across 0SB 0.013 -0.DBS HK10T -0,088
All Events (0,608) (0.290) (0.0*7) (0.011
world  @.00i -0.096 b -0.106
(6.»79) (0.277) ;(0») (0.015)
SORRegression 0B -0.024 o 0.136 -0.096
acrosaAll ©sen  (d<5) 10.000]  (0.000)
Events
World -0.036 -0.11B -0/137 -6.116
{0.370) (0.009) (0.000) (0.000)

p-values are in parentheses
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TABLE
A 1 Retu: Reia me |
Event N  Market Window
Index
marabanke -0.070 0.088 -0.079
1a/f18 (0.0061 10.002 :0.000I
Sparebanken 4
Nord-Norge 10 0.019
(10/08/89)
1D1
Fok Bank 0.011 038
til 1/90) '0.057 001 000:
Horia
Chr 3.015 05 Uz
Badl 0.001 0e. 000
o4
Den Borsk* 035 939
Bank 0001 JOO
(01/04/91)
World 043
Christiania )04 _
Bank and Den 186 D.812)
Horske Bank
(06/17/9D
Average across € y.o10 009 005
All Related 2 D.366 493 280}
Pi mi-weight! 0.01 017 014,
Difference 0.9, 91) 55
Portfolio
549
p-Vi ues are parentheses




